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Modifying the Alternative Minimum Tax (AMT): 
Revenue Costs and Potential Revenue Offsets 

Summary 

Congress enacted the precursor to the current individual alternative minimum 
tax (AMT) in the Tax Reform Act of 1969 to ensure that all taxpayers, especially 
high-income taxpayers, paid a minimum of federal taxes. Initially, the minimum tax 
applied to fewer than 20,000 taxpayers; in 2007 it applied to 4.2 million. Moreover, 
absent legislative action, the AMT will affect significantly more middle- to upper- 
middle-income taxpayers: by 2008, up to 26 million taxpayers are projected to be 
subject to the AMT. 

The AMT’s expanded coverage will occur because temporary increases in the 
basic AMT exemptions and provisions allowing taxpayers to apply certain tax credits 
against the AMT have expired. To keep the AMT from affecting more taxpayers in 
the future would, at a minimum, require (1) that the higher AMT exemption levels 
be maintained and that they be indexed for inflation, and (2) that all personal tax 
credits be allowed against the AMT. This “patch” is estimated to cost about $75 
billion in its first full year. 

If the recent reductions in the regular income tax expire at the end of 2010, then 
the patch would cost $3 1 3 billion over the FY 2009 through FY 2013 period and $7 24 
billion over FY2009 through FY201 8. If the reductions in the regular income tax are 
extended past 2010, then the cost of the AMT patch would have increased to $1.3 
trillion dollars over the same 10-year period. Repealing the AMT would be even 
more expensive. 

While offsetting the costs of AMT relief may prove difficult, several approaches 
are being discussed. One approach would shift AMT taxes from middle-income to 
high-income taxpayers by some combination of higher AMT rates and taxing capital 
gains and dividends at the AMT rates. Proponents argue that including capital gains 
preferences in the AMT would be consistent with the original purpose of the 
minimum tax. 

In other proposals, AMT relief would be financed by raising regular income tax 
rates; for example, raising the top three rates by 24%. Another approach might be 
to repeal or restrict some of the preference items under the regular income tax. 
However, income tax base broadening may be difficult because many of these 
provisions are both longstanding and popular. 

Another approach to financing AMT relief might be to focus on reducing the tax 
gap. Although the tax gap is estimated to be in the neighborhood of $300 billion, the 
revenue yield from proposals to reduce the gap appears to fall far short of the amount 
needed to address the AMT. 



This report will be updated to reflect legislative developments. 
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Modifying the Alternative Minimum Tax 
(AMT): Revenue Costs and Potential 
Revenue Offsets 



Congress enacted the precursor to the current alternative minimum tax (AMT) 
for individuals in the Tax Reform Act of 1969 to ensure that all taxpayers, especially 
high-income taxpayers, paid at least a minimum amount of federal taxes. 1 Initially, 
the minimum tax applied to fewer than 20,000 taxpayers. However, absent 
legislative action, the AMT will affect significantly more middle- to upper-middle- 
income taxpayers in the near future. In 2007, about 4.2 million taxpayers were 
subject to the AMT, but by 2008, up to 26 million taxpayers would be subject to the 
AMT without legislative action commonly referred to as the AMT “patch.” (In 
December, 2007 the latest one year extension of the patch was adopted without 
revenue offsets.) 

Two main factors have caused the increase in the number of taxpayers affected 
by the AMT. First, the regular income tax is indexed for inflation, but the AMT is 
not. Over time, this failure to index has reduced the differences between regular 
income tax liabilities and AMT liabilities at any given nominal income level, 
differences that will continue to shrink in the absence of AMT indexation. Second, 
the 2001 and 2003 reductions in the regular income tax have further narrowed the 
differences between regular and AMT tax liabilities. 2 Because of these two factors, 
many taxpayers will find that their regular income tax liability has been so reduced 
relative to their AMT liability that, even though they have few (if any) tax 
preferences, they may still be subject to the AMT. 

An increase in the basic exemption for the AMT and provisions allowing certain 
personal tax credits to offset AMT liability have temporarily mitigated the increase 
in the coverage of the AMT. For 2007, the AMT exemption was $66,250 for joint 
returns and $44,250 for unmarried taxpayers. Under current law the basic AMT 
exemption is scheduled to revert to $45,000 for joint returns and $35,750 for 
unmarried taxpayers in 2008. In addition, starting in 2008, several personal tax 
credits will not be allowed against the AMT. 3 



1 The original minimum tax was an add-on minimum tax. It was paid in addition to the 
regular income tax. For a more detailed discussion of the history of the minimum tax and 
information on how it is calculated, see CRS Report RL30149, The Alternative Minimum 
Tax for Individuals , by Steven Maguire. 

2 The Economic Growth and Tax Relief Reconciliation Act of 2001 (P.L. 107-16) and the 
Jobs and Growth Tax Relief Reconciliation Act of 2003 (P.L. 108-27). 

3 Starting in 2008, the dependent care credit, the credit for the elderly and disabled, the 
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